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Interest rates to rise soon 
 

• The RBA signalled in February that an interest 
rate rise is imminent.  While it has not 
changed its forecast for underlying inflation 
(2½% by the end of 2005), it does see upside 
risk.  The RBA also sees the economy as 
being stronger than suggested by the GDP 
and retail trade data.   

• We now see the RBA lifting the cash rate ¼ 
pc point in March and again in April or May, to 
5¾% pa. 
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Construction to take a breather 
 
• Forward indicators of residential construction 

have fallen in recent quarters but already 
there are hints of a bottom emerging, 
particularly in the owner-occupied sector. 

• While further falls in ‘work done’ are 
expected, these will be moderate and short-
lived, despite two more interest rate rises 
through 2005. 

• The economy’s strength more generally 
(especially labour market) combined with 
strong housing market fundamentals will help 
sustain residential activity. 
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M o n th s  p ro d u c tio n We’re not building enough homes 
 
• Solid population growth, driven by healthy 

international migration and a continuing trend 
towards smaller households are providing a 
solid base for demand (estimated at 165,000 
dwellings per annum).   

• Australia’s housing market is expected to 
have considerable pent-up demand in the 
years ahead as activity falls short of this 
requirement. 

• This condition will be critical (yet fortuitous) 
to an orderly adjustment in house prices. 

Australia - key housing market forecasts 
 2002/03 2003/04 2004/05 (f) 2005/06 (f) 
Real Dwelling Expenditure (% change) 14.7 7.4 1.5 4.9 
Number of Dwelling Starts (‘000) 169.7 172.0 154.6 160.5 
Mortgage Credit Growth (% change) 19.0 20.2 14.9 13.5 
Established House Prices (% change) 18.0 16.7 2.3 0.8 
Dwelling Finance Approvals (% change, 
value) 

16.5 13.5 -4.1 0.9 

This publication was finalised on 21 February 2005 
Economics on the web 
View Economics@ANZ research and commentary on-line by going to http://www.anz.com/go/economics. 
Contact details for this publication: Ange Montalti (03) 9273 6288 
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Tightness is also showing in rental 
markets  
 
• Fundamentals in rental markets also appear to 

be improving.  Vacancy rates are heading lower 
in most capitals and rentals growth has picked 
up over the past few quarters. 

• With the weight of new dwelling supply already 
having peaked and interest rates rising again, 
rental market conditions should continue 
tightening over coming quarters. 

• These conditions should gradually allay concerns 
that investment housing market fundamentals 
are in a major disequilibrium. 

 

Source: ABS Cat. No. 8731.0, 2001 Census  
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But we may be making too many too high 
  
• The past decade has seen little change in the 

proportion of new homes which are attached 
dwellings (about 1 in 3). 

• Within the ‘attached” sector, however, there has 
been a remarkable shift towards multi-storey 
development. 

• Much of this has been located in and around 
CBDs, leisure and entertainment precincts and 
has coincided with a cultural shift which so far is 
helping to absorb this new supply.  

S o u rc e s : A B S ;  R e s id e x ,  E c o n o m ic s @ A N Z .
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So far so good 
 
• Indeed, inner-city rental markets are tightening 

with vacancy rates falling solidly in recent 
quarters, particularly for newly-built Melbourne 
apartments.      

• A significant burst of new stock coming on to 
the market over 2005 will be a critical test of 
the depth of demand for this kind of product.  
Notable price falls in inner-city localities, have 
not been ‘stress-induced’ and will play an 
important role in ‘positioning’ the market for 
longer-term sustainability.  

 

Sources: ABS; Econom ics@ AN Z.

-1

0

1

2

3

4

5

6

7

92 94 96 98 00 02 04

'000

Inner-Syd ney
(includ ing  second

ring )

Inner-
M elb ourne

B u ild ing  A pprova ls
(ro lling  annual sum ) 

-1

0

1

2

3

4

5

6

7

N SW VIC

%
4-m ore  storey

(%  of tota l S tate  stock)

Inner-city*

*  De fined  by ABS  as “Inner and  rem ainder” 

Rest o f s ta te

Second  ring#

#  Includes Botany Bay, South  S ydney , M arrickv ille
Le ichhard t 

D w elling  Stock  

 

Inner-city apartment activity cools 
 
• Providing some comfort is the sizeable decline 

in inner-city activity levels in the past couple of 
years.  A share of approvals above the 
corresponding share of existing stock is most 
probably sustainable for quite some time as the 
cultural and demographic shifts continue to 
play out.  

• Continued increases in household migration 
e.g. students, business migrants and 
exburbians, will be the drivers sustaining this 
market in the long-term.  
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Recession

House prices hardly ever fall 
 
• Concerns about the likelihood of major falls in 

house prices have been over-played.  House 
prices tend to fall only in exceptional 
circumstances (e.g. in recession following a 
period of extremely rapid price escalation).   

• We are more likely to see price levels stabilise 
over 2005, consolidate over 2006 and 2007 
(implying still moderate growth) and then 
resuming healthier growth thereafter (assuming 
no recession). 
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Houses over-valued by 20% 
 
• It is clear house prices have moved higher 

than warranted by long-term affordability 
levels.  This is particularly the case in the 
larger capitals (especially Brisbane). 

• The recent stagnation in house prices has 
begun the process of restoration towards some 
kind of equilibrium, although full adjustment is 
likely to take many years (assuming a stable 
trend in interest rates, this adjustment 
requires prices to grow more slowly than 
incomes). 
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‘Prices won’t collapse!’ 
 
• That the economy will avoid going into 

recession is a critical pre-condition for ongoing 
support to price levels. 

• Also giving support will be an expected lift in 
pent-up demand and the gradual realisation 
that investment fundamentals (as they sit 
presently) are not that bad. 

• There will, however, be resistance to 
substantially higher prices as affordability limits 
are soon tested again by interest rates. 
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Investment housing finance share rises 
 
• More generous tax treatment of capital gains 

on residential property and demographics have 
combined to facilitate a structural increase in 
% of housing finance initiated by the 
investment sector.  While a cyclical fall has 
commenced, we are unlikely to see this share 
falling much further over coming years. 

• This is concomitant with a structural lift in 
rental tenure, reflecting the long-term ‘pricing 
out’ of some buyer segments from the housing 
market. 
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ANZ is represented in: 
 
AUSTRALIA by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
10th Floor 100 Queen Street, Melbourne 3000, Australia 
Telephone +61 3 9273 6224   
Fax +61 3 9273 5711 
 
UNITED KINGDOM by: 
Australia and New Zealand Banking Group Limited 
ACN 005 357 522 
Minerva House, PO Box 7, Montague Close, London, SE1 
9DH, United Kingdom 
Telephone+ 44 207 378 2121 
Fax+44 207 378 2378  
 
UNITED STATES OF AMERICA by: 
ANZ Securities, Inc. 
(Member of NASD and SIPC) 
6th Floor 1177 Avenue of the Americas 
New York, NY 10036, United States of America 
Tel:  +1 212-801-9160 
Fax:  +1 212-801-9163 
 
NEW ZEALAND by: 
ANZ Banking Group (New Zealand) Limited. 
Level 10 215-229 Lambton Quay Wellington, New Zealand 
Telephone +64 4 496 7000,  
Fax +64 4 496 7360 
 
In Australia, ANZ Investment Bank is a business name of 
Australia and New Zealand Banking Group Limited, ACN 005 
357 522 (‘ANZ Bank’), which is a licensed securities dealer.  
In New Zealand, ANZ Investment Bank is a business name 
of ANZ Banking Group (New Zealand) Limited WN / 035976 
(‘ANZ NZ’). 
 
This report is being distributed in the United States by ANZ 
Securities, Inc. (‘ANZ S’) (an affiliated company of ANZ 
Bank), which accepts responsibility for its content.  Further 
information on any securities referred to herein may be 
obtained from ANZ S upon request.  Any US person (s) 
receiving this report and wishing to effect transactions in 
any securities referred to herein should contact ANZ S, not 
its affiliates. 
 
This report is being distributed in the United Kingdom by 
Australia and New Zealand Banking Group Limited, (‘ANZ 
Bank, UK’) for the information of its market counterparty 
and intermediate customers only.  It is not intended for and 
must not be distributed to private clients.  In the UK, ANZ 
Bank is regulated by, and is a member of, the Financial 
Services Authority (‘FSA’). Nothing here excludes or restricts 
any duty or liability to a customer which ANZ Bank, UK may 
have under The Financial Services and Markets Act 2000 or 
under the regulatory system as defined in the Rules of the 
FSA. 
 

This research publication of ANZ Bank is issued on the basis 
that it is only for the information of the particular person to 
whom it is provided.  This report may not be reproduced, 
distributed or published by any recipient for any purpose.  
Any recommendations relating to securities contained herein 
are based on a consideration of the securities alone, and as 
such are conditional and must not be relied upon without 
specific advice from your securities advisor as to the 
appropriateness to you given your individual investment 
objectives, financial situation and particular needs.  Under 
no circumstances is this report to be used or considered as 
an offer to sell, or a solicitation of an offer to buy. 
 

In addition, from time to time ANZ Bank, ANZ NZ, ANZ S, 
its affiliated companies, or their associates and employees 
may have an interest in any securities directly or indirectly 
the subject of this report (and may receive commissions or 
other remuneration in relation to the sale of such securities), 
or may perform services for, or solicit business from, any 
company the subject of this report.  If you have been 
referred to ANZ Bank, ANZ NZ, ANZ S or its affiliated 
company by any person, that person may receive a benefit 
in respect of any transactions affected on your behalf, 
details of which will be available upon request. 
 

The information herein has been obtained from, and any 
opinions herein are based upon, sources believed reliable. 
The views expressed in this report accurately reflect the 
author’s personal views about any and all of the securities 
and issuers referred to herein. The author however makes 
no representation as to its accuracy or completeness and 
the information should not be relied upon as such.  All 
opinions and estimates herein reflect the author’s 
judgement on the date of this report and are subject to 
change without notice. No part of the author’s compensation 
was, is or will be directly or indirectly related to specific 
recommendations or views expressed about any securities 
or issuers in this report. ANZ Bank, ANZ NZ, ANZ S, its 
affiliated companies, their directors, officers, and employees 
disclaim any responsibility, and shall not be liable, for any 
loss, damage, claim, liability, proceedings, cost or expense 
(‘Liability’) arising directly or indirectly (and whether in tort 
(including negligence), contract, equity or otherwise) out of 
or in connection with the contents of and/or any omissions 
from this communication except where a Liability is made 
non-excludable by legislation. 
 
Where the recipient of this publication conducts a business, 
the provisions of the Consumer Guarantees Act 1993 (NZ) 
shall not apply. 
 
For further information, please email Economics@anz.com 
 
 
 
 
 
 
 
 
 
 
 
 

 


